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DEFENSE CONTRACT AUDI T AGENCY
Operation and Mai ntenance, Defense-W de
Fi scal Year (FY) 2002 Anended Budget Subni ssion

Sunmary:
(Dol lars in Thousands)
FY 2000 Price Program FY 2001 Price Program FY 2002
Act ual Change Change Esti nat e Change Change Esti nat e
319,173 +11, 385 +9, 158 339, 716 +11, 018 +7, 447 358, 181

The Defense Contract Audit Agency (DCAA) is a worldw de, single mssion Agency responsible
for assisting Departnment of Defense (DoD) acquisition authorities in achieving sound contract
pricing. This is done by evaluating contractor forward pricing proposals; providing
contracting officers with accounting and financial advisory services useful to "could cost”
and "shoul d cost" assessnments and negotiations; verifying the propriety and acceptability of
costs charged by contractors to flexibly priced Governnment contracts; and deterring
contractors' inefficient practices which, if not detected and corrected, could lead to
excessive costs and contract prices.

DCAA' s workl oad originates primarily fromthe effort required to audit and nonitor DoD

acqui sitions of equipnent, nmaterials, and/or services fromcivilian contractors and

uni versities by expenditure of Procurenent, and Research, Devel opnent, Test and Eval uation
(RDT&E) funds appropriated by Congress each year. Oher factors affecting contract audit
wor kl oad are (i) DoD procurenment policies, (ii) the inplenentation of existing Cost
Accounting Standards (PL 100-679), (iii) audits perfornmed for the mlitary departnents in
connection with the Foreign Mlitary Sales (FM5) Program (iv) the interest by DoD officials
and the Congress in the nature of costs charged to defense contracts, (v) audits for econony
and efficiency, and (vi) requests for contract audit support fromthe Defense Procurenent
Fraud Unit and U. S. attorneys during the conduct of investigations and prosecution of
perpetrators of contract fraud.

Projected staffing requirenments are comrensurate with planned changes in DoD procurenent
| evel s, departnental acquisition streamining initiatives, and required effort to conplete
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DEFENSE CONTRACT AUDI T AGENCY
Operation and Mai ntenance, Defense-W de
Fi scal Year (FY) 2002 Anended Budget Subni ssion

audits of prior year contract expenditures. These staffing levels also reflect incorporation
of previous Quadrenni al Defense Review recomendati ons and related DoD initiatives.

Narrative Expl anati on of Change

Budget Activity 3

(Dol lars in Thousands)

FY 2000 Price Pr ogr am FY 2001 Price Progr am FY 2002
Act ual Change Change Esti nate Change Change Esti nate
0 0 +3, 725 3,725 +107 +1 3, 833

Def ense Contract Audit Institute (DCAI') The increase in funding for DCAl is primarily due to
Price Change. The nom nal programincrease is associated with increases in supplies and
materials (including itenms purchased with the | MPAC governnent credit card).

Budget Activity 4

(Dol lars in Thousands)

FY 2000 Price Pr ogram FY 2001 Price Program FY 2002
Act ual Change Change Esti nate Change Change Esti nate
319, 173 +11, 385 +5, 433 335, 991 +10, 911 +7, 446 354, 348

The net increase in BA-4 is primarily due to Price Change. The bal ance, Program Change, is
associ ated with an additional paid day, increase of 12 direct Wrkyears, pronotions, and
increases in: disability conpensation, overtime, travel, conmunications, supplies and
materials (I MPAC), ADP services and conputer purchases.
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DEFENSE CONTRACT AUDI T AGENCY
Operation and Mai nt enance,

Def ense- W de
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Summary of | ncreases and Decreases

FY 2001 President's Budget
Congr essi onal Adjustnents
FY 2001 Appropriated Anount
Congr essi onal Reci ssion

Pri ce Change
Program | ncr eases
Program Decr eases

FY 2001 Current Esti mate

© 00 N oo o b~ W N PP

Pri ce Change
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Program | ncr eases
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Program Decr eases

FY 2002 Esti mate
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Force Structure Summary: N A
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3,725

3,725

107

3, 833

BA- 4

348, 658
-2, 896

345, 762

- 760

0

0
-9,011

335, 991

10, 911
7,446
0

354, 348

TOTAL
348, 658
-2, 896

345, 762

- 760

0
3,725
-9,011

339, 716

11, 018
7,447
0
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DEFENSE CONTRACT AUDI T AGENCY

Operation and Mai ntenance, Defense-W de
Fi scal Year (FY) 2002 Anended Budget Subm ssion

OP 32 Line Itens as Applicable (Dollars in Thousands):

Change From

Change From

FY 2000 - FY 2001 FY 2001 - FY 2002

FY 2000 Price Pr ogram FY 2001 Price Pr ogram FY 2002

Act ual s G owt h G owth Estimate G owt h G owth Estimate
Cl VI LI AN PERSONNEL COWVPENSATI ON
Executive, General & Special Schedul es 264, 809 10, 486 3, 746 279, 041 10, 156 3,675 292,872
Wage Board 58 3 - 61 2 - 63
Foreign National Direct Hire (FNDH) 49 2 - 51 2 - 53
Separation Liability (FNDH) - - - - - - -
Benefits to Forner Enpl oyees 31 1 (19) 13 - - 13
Vol untary Separation Incentive Paynents 100 - (50) 50 - - 50
Disability Conpensation 1, 165 - (10) 1, 155 - 217 1,372
Total Civilian Personnel Conpensation 266, 212 10, 492 3,667 280, 371 10, 160 3,892 294, 423
TRAVEL
Travel of Persons 11, 827 189 313 12, 329 209 532 13, 070
Total Travel 11, 827 189 313 12, 329 209 532 13, 070
OTHER FUND PURCHASES
Def ense Fi nanci ng & Accounting Service 1, 854 91 - 1, 945 (92) 1 1, 854
Total Purchases 1, 854 91 - 1, 945 (92) 1 1, 854
TRANSPORTATI ON
Commerci al Transportation 550 7 (1) 556 7 1 564
Total Transportation 550 7 (1) 556 7 1 564
OTHER PURCHASES
Rental Paynents to GSA (SLUC) 7,904 158 (13) 8, 049 161 15 8, 225
Purchased Utilities (Non-Fund) 41 1 (1) 41 1 - 42
Pur chased Communi cati ons (Non- Fund) 3,796 61 1, 565 5,422 92 444 5,958
Rent's (Non- GSA) 677 11 (1) 687 12 - 699
Postal Services (U S.P.S.) 125 2 - 127 2 - 129
Supplies & Materials (Non-Fund) 7,696 123 473 8, 292 140 1,125 9, 557
Printing & Reproduction 5 - 1 6 - - 6
Equi pnrent Mai nt enance by Contract 86 1 43 130 3 (1) 132
Equi pment Pur chases (Non- Fund) 4, 259 68 1,012 5, 339 91 978 6, 408
O her Contracts 11, 324 180 2,101 13, 605 231 460 14, 296
O her Costs 2,817 1 (1) 2,817 1 - 2,818
Total O her Purchases 38, 730 606 5,179 44,515 734 3,021 48, 270
TOTAL 319,173 11, 385 9, 158 339, 716 11, 018 7,447 358, 181
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DEFENSE CONTRACT AUDI T AGENCY
Operati ons and Mai ntenance, Defense-Wde
Fi scal Year (FY) 2002 Anended Budget Subm ssion
Budget Activity-3 Training and Recruiting

I. Description of Operations Financed:

The Defense Contract Audit Institute (DCAlI), an elenment of the Defense Contract Audit
Agency, devel ops and delivers training for approximately 3,400 auditors in the contract
auditing field and is an affiliated nenber of the Defense Acquisition University. The
Institute directs and controls the devel opnment and delivery of classroom courses, one and
two-day sem nars, and conputer based self-study courses. The Institute has program
managenent responsibility for training and career devel opnent in the Defense Contract Audit
Agency. It assures that Programs of Instruction, courses, and training materials neet DoD
standards and Generally Accepted Governnent Auditing Standards (GAGAS). DCAI provides
policy guidance to the regional offices and field audit offices, where appropriate,
regardi ng training and education, and provides overall nonitoring and eval uati on of Agency
training not conducted by the Institute. Devel opnent of new cl assroom courses, sem nars,
and sel f-study courses, as well as nmintenance of established courses, is a key
responsibility. 1In addition, the Institute produces videos to support training and for the
Agency to provide basic information or highlight current events. The Institute, |ocated on
the south campus of the University of Menphis, often serves as a neeting center for various
Agency groups. The Institute is co-located with the DCAA Information Technol ogy Di vision
and Technical Audit Services Center in Menphis, Tennessee.

Il. Force Structure Summary: N A
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DEFENSE CONTRACT AUDI T AGENCY
Operati ons and Mai ntenance, Defense-Wde
Fi scal Year (FY) 2002 Anended Budget Subm ssion
Budget Activity-3 Training and Recruiting

V. Performance Criteria and Eval uati on Sunmary:

The Defense Contract Audit Institute’s primary mssion is to design, devel op, and
del i ver courses for essential contract audit training. DCAl assures appropriate technical
content of the courses, instructional nmethods, and techni ques and perforns cost
effectiveness anal yses for new or existing training to include identifying the selection of
an appropriate training delivery system The Institute gathers training requirenents and
prepares an Annual Training Plan and Budget. The Institute nonitors acconplishment of
training prograns within the approved traini ng budget and conducts on-site surveys of
regional training prograns to evaluate program effectiveness and ensure conpliance with
Agency policies, plans, and objectives. Admnistration of a training attendance program
and mai nt enance of an Agency-w de dat abase of conpleted training assists in nonitoring the
Institute’s evaluation criteria. Metrics include: nunber of personnel trained, nunber of
resident and on-site courses offered, nunber of self-study courses taken, average
i nstructor platformhours, average hours of training per enployee, training expenditures
per enpl oyee, nunber of courses revised and/or devel oped and cost per training hour.
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DEFENSE CONTRACT AUDI T AGENCY
Qperation and Mai nt enance,
Fi scal Year (FY) 2002 Anended Budget Submi ssion

Def ense- W de

Budget Activity-3 Training and Recruiting

II1l. Financial Summary (O&M $ in Thousands):

FY 2001

FY 2000 Budget Current FY 2002

A. Budget Activity G oup Act ual s Request Appropriation Esti mate Esti mate
DCAA (per ati ons 0 0 0 3,725 3,833
DCAA Communi cat i ons 0 0 0 0 0
DCAA Managenent HQ 0 0 0 0 0
TOTAL 0 0 0 3,725 3, 833

Change Change

B.

Reconci liati on Summary

1 Basel i ne Fundi ng
a) Distributed Congressional Adjust.
b) Undi stributed Congressional Adjust.
c) GCeneral Provision Congressional Adj.
d) Congressional Earmarks
e) Congressional Earmarks Bill payers

2 Appropriated Anmount (Subtotal)
a) Adjustments to Meet Cong. Intent
b) Across-the- board Reduc. (Rescission)
c) Approved Reprogranm ngs/ Transfers

3 Price Change

4 Program Changes

5 CQurrent Estinate

FY 2001 / FY 2001

3,725
3,725
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3,725

107
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1. Congressional Adjustnent(s)

DEFENSE CONTRACT AUDI T AGENCY
Operation and Mai ntenance, Defense-W de
Fi scal Year (FY) 2002 Arended Budget Submi ssion

Budget Activity-3 Training and Recruiting

a) Distributed Adjustnment
i) Cvilian Personnel Underexecution 0
b) Undistributed Adjustnent(s)
i) Congressional Action - Initial Allocation 0
ii)P25 - Additional HQ Personnel Reduction 0
c) Adjustments to neet Congressional |ntent
d) Earmark Bill payers 0
FY 2001 Appropriated Ampunt (subtotal) 0
2. Program | ncreases and Decreases
a) Transfers
b) Program | ncreases
i) One-Tinme Costs
ii)Program G owth
c) Program Decreases/ | ncreases
i) One-Tinme Costs
Resci ssion -- P.L. 106-554, FY 2001 Consolidated Appn 0
ii)Program Reductions/| ncreases
P26 Enhanced Defense Financial Mnt Training 0
PBD 085 -- OSD directed breakout of BA3 Funds 3,725
Basel i ne Fundi ng (subtotal)
3. Reprogranmmi ng/ Suppl enent al
a) Anticipated Suppl enental
b) Reprogrammi ngs (Requiring 1415 Acti ons)
i) lncreases
ii)Decreases
Revi sed FY 2001 Estinate 3,725
4. Price Change 107
5. Program Gowth --
Supplies and materials -- Includes | MPAC Government Credit Card 1
FY 2002 Budget Request 3,833
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DEFENSE CONTRACT AUDI T AGENCY
Operati ons and Mai ntenance Defense-W de
Fi scal Year (FY) 2002 Anmended Budget Subm ssion

Budget Activity-3 Training and Recruiting

Change
Personnel Summary FY 2000 EY 2001 FEY 2002 EY 01/ FY 02
Civilian End Strength (Total) 0 33 33 0
U S Direct Hre 0 33 33 0
Foreign National Direct Hire 0 0 0 0
Total Direct Hire 0 33 33 0
Foreign National Indirect Hire 0 0 0 0
(Rei nbursable Civilians
I ncl uded in Above (Menp)) 0 0 0 0
Civilian FTEs (Total) 0 33 33 0
U S Direct Hire 0 33 33 0
Foreign National Direct Hire 0 0 0 0
Total Direct Hire 0 33 33 0
Foreign National Indirect Hire 0 0 0 0
(Rei mbursabl e Civilians
I ncl uded in Above (Meno)) 0 0 0 0
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DEFENSE CONTRACT AUDI T AGENCY

Oper ation and Mai nt enance,
Fi scal Year

Def ense- W de

(FY) 2002 Amended Budget Subni ssion

Budget Activity-3 Training and Recruiting

VI. OP 32 Line Itens as Applicable (Dollars in Thousands):

Cl VI LI AN PERSONNEL COVPENSATI ON
Executive, General & Special Schedul es
Total Civilian Personnel Conpensation

TRAVEL
Travel of Persons
Total Travel

OTHER FUND PURCHASES
Def ense Fi nance and Accounting Services
Total Purchases

OTHER PURCHASES

Rental Paynents to GSA (SLUC)
Supplies & Materials (Non-Fund)
Equi prent Pur chases ( Non- Fund)
O her Contracts

O her Costs

Total O her Purchases

TOTAL

FY 2000
Actual s

For ei gn

Currency Price
Rate Diff G owt h

DCAA - 11

0
0

o

o

o O oo

0
0

o

o

o O oo

Change
FY 2000 - FY 2001

Pr ogram FY 2001
G owt h Estimate
2,319 2,319
2,319 2,319
210 210
210 210
16 16
16 16
380 380
650 650
10 10
140 140
1, 180 1, 180
3,725 3,725



DEFENSE CONTRACT AUDI T AGENCY
Oper ation and Mai nt enance,

Fi scal

Def ense- W de

(FY) 2002 Budget Estimates

Budget Activity-3 Training and Recruiting

VI. OP 32 Line Itens as Applicable (Dollars in Thousands):

Cl VI LI AN PERSONNEL COVPENSATI ON
Executive, General & Special Schedul es
Total Civilian Personnel Conpensation

TRAVEL
Travel of Persons
Total Travel

OTHER FUND PURCHASES
Def ense Fi nance and Accounting Services
Total Purchases

OTHER PURCHASES

Rental Payments to GSA (SLUC)
Supplies & Materials (Non-Fund)
Equi prent Pur chases (Non- Fund)
O her Contracts

O her Costs

Total O her Purchases

TOTAL

Change
For ei gn FY 2001 - FY 2002
FY 2001 Currency Price Pr ogram FY 2002
Actual s Rate Diff G owt h G owt h Estimate
2,319 84 1 2,404
2,319 84 1 2,404
210 3 0 213
210 3 0 213
16 (1) 0 15
16 (1) 0 15
380 8 (1) 387
650 10 1 661
10 0 0 10
140 3 0 143
1,180 21 0 1,201
107 1 3, 833

3,725
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DEFENSE CONTRACT AUDI T AGENCY
Oper ati ons And Mi ntenance, Defense-W de
Fi scal Year (FY) 2002 Anmended Budget Subm ssion
Budget Activity-4 Adm nistration and Servicew de Activities

I. Description of Operations Financed:

1. Narrative Description: The Defense Contract Audit Agency (DCAA) is a worl dw de,
single m ssion Agency responsible for assisting Departnent of Defense (DoD) acquisition
authorities in achieving sound contract pricing. This is done by evaluating contractor
forward pricing proposals; providing contracting officers with accounting and financi al
advi sory services useful to "could cost" and "should cost"” assessnents and negoti ati ons;
verifying the propriety and acceptability of costs charged by contractors to flexibly
priced Governnment contracts; and deterring contractors' inefficient practices which, if
not detected and corrected, could | ead to excessive costs and contract prices.

DCAA's workload originates primarily from the effort required to audit and

nmonitor DoD acquisitions of equipment, materials, and/or services from civilian
contractors and universities by expenditure of Procurenent, and Research, Devel opnent,
Test and Evaluation (RDT&E) funds appropriated by Congress each year. Ot her factors

affecting contract audit workload are (i) DoD procurenment policies, (i1) the
i npl ementation of existing Cost Accounting Standards (PL 100-679), (iii) audits
perfornmed for the mlitary departnents in connection with the Foreign Mlitary Sales
(FMS) Program (iv) the interest by DoD officials and the Congress in the nature of
costs charged to defense contracts, (v) audits for econony and efficiency, and (vi)
requests for contract audit support from the Defense Procurenment Fraud Unit and U.S.
attorneys during the conduct of investigations and prosecution of perpetrators of
contract fraud.

Projected staffing requirenents are comensurate with planned changes in DoD
procurenment |evels, departnental acquisition streamining initiatives, and required
effort to conplete audits of prior year contract expenditures. These staffing |evels
al so reflect incorporation of previous Quadrennial Defense Review recomendati ons and
related DoD initiatives.
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DEFENSE CONTRACT AUDI T AGENCY
Oper ati ons And Mi ntenance, Defense-W de
Fi scal Year (FY) 2002 Anmended Budget Subm ssion
Budget Activity-4 Adm nistration and Servicew de Activities

I. Description of Operations Financed (Continued):

2. Performance Measures and Results: DCAA has entered into a performance contract
with the Defense Managenent Council that sets performance standards for its two major
product lines — forward pricing and incurred cost audits. The contract includes
del i verabl es of average cost per mllion dollars audited and dollars audited per work

year. This budget subm ssion contains the follow ng values for the contracted netrics.

FY 2000 FY 2001 FY 2002

Forward Pricing:

Cost per million dollars audited $ 548 $ 711 $ 730

MI1lion dollars audited per work year $136. 1 $111. 3 $115.3
| ncurred Cost:

Cost per mllion dollars audited $1, 207 $1, 240 $1, 292

MIllion dollars audited per work year $ 61.8 $ 63.8 $ 65.1

In addition to the unit cost and productivity standards, the contract also has
measures for custonmer responsiveness and a requirement to conplete customer surveys
DCAA has a goal to achieve an agency-w de average of 30 days or less audit cycle time on
forward pricing audits. It also has a goal to conplete the audits of at |east 92% of
adequate incurred cost subm ssions within 12 nonths of receipt at mjor contractors and
corporate offices and within 24 nonths of receipt for all other adequate incurred cost
subm ssions. These goals were established to neet contracting office needs for awarding
and cl osing out contracting actions.

It should be noted that savings to the Governnent, as a result of contract audit
services, far exceed the cost of DCAA operations. For exanple, in FY 2000 the Agency
audited $90.9 billion of incurred cost and reviewed 9,874 forward pricing proposals
anmounting to $93.9 billion. Approxi mately $2.4 billion in net savings were reported
during the vyear. When conpared to the $364 mllion expended for the Agency's
operations, the return on taxpayers' investnent in DCAA was approxi mately $6.60 for each
dol | ar i nvest ed.
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DEFENSE CONTRACT AUDI T AGENCY
Oper ati ons And Mi ntenance, Defense-W de
Fi scal Year (FY) 2002 Anmended Budget Subm ssion
Budget Activity-4 Adm nistration and Servicew de Activities

Il. Force Structure Summary: The workload of DCAA is divided into the major functiona
categori es described bel ow.

1. Forward Pricing Effort. The Federal Acquisition Regulations (FAR) and Public Law
100- 679, Cost Accounting Standards (CAS) require Departnent of Defense (DoD) procurenment
officials to conply wth wvarious admnistrative procedures before entering into
contracts. These procedures include obtaining pertinent accounting and financial advice

before making decisions related to prospective contract prices. The ultimte goal of
forward pricing audit effort is to assist contracting officers in determ ning and
negotiating fair and reasonable prices for negotiated Governnent contracts. Pr eawar d

services furnished to contracting officers by DCAA include:

a. Price Proposal Audits. These audits are performed to determne the
reasonabl eness of contractors' price proposals submtted in anticipation of negotiating
Government contracts. They are specifically requested by contracting officers and nust
be acconplished within a short period of tinme to avoid delaying the procurenment process.
DCAA has no control over the nunber or timng of price proposal audits and nust respond
to each audit request.

b. Could Cost or Should Cost Studies and Participation on Integrated Product
Teans (I PTs). Should cost studies are initiated by procuring activities who organize a
team of specialists and review a contractor's price proposal to determ ne what a
particul ar procurement could or should cost, depending on which study is being
perforned. DCAA auditors participate as nenbers of the team of specialists. Such
studies wusually involve |arge mmjor weapon system procurenents. DCAA auditors also
participate on |IPTs that include representatives from all appropriate organizations and
functional disciplines (normally DCAA, the buying activities, DCMA, and the contractor).
Working together with the team | eader, the objective is to avoid rework at the end of
process by identifying problenms and finding potential solutions at the earliest possible
point in the procurenent process.

c. Forward Pricing Rate Reviews. These reviews are perfornmed to determ ne the
reasonabl eness of projected |abor, overhead, and other indirect expense rates submtted
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DEFENSE CONTRACT AUDI T AGENCY
Oper ati ons And Mi ntenance, Defense-W de
Fi scal Year (FY) 2002 Anmended Budget Subm ssion
Budget Activity-4 Adm nistration and Servicew de Activities

by a contractor prior to subm ssion of price proposals. These rates are normally
separately negotiated by a contracting officer and then used by the contractor in
subsequent price
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DEFENSE CONTRACT AUDI T AGENCY
Oper ati ons And Mi ntenance, Defense-W de
Fi scal Year (FY) 2002 Anmended Budget Subm ssion
Budget Activity-4 Adm nistration and Servicew de Activities

Il. Force Structure Sunmary (Conti nued):

proposal s. Beginning in FY 2000, DCAA is providing “rapid rates” services to major
buying conmmands for contractors that are expected to do business with the Governnment
during the year. The DCAA initiative is to proactively seek out and audit rate

information from prospective Government contractors so that the information can be
avail abl e for buying offices to use within hours of a request. This initiative supports
the Departnent's Civil-MIlitary Integration/Comercial Buying activities and will both
reduce the procurenment cycle time and provide better data within the tine franes
avai |l abl e for decision nmaking.

d. Specific Cost Element Reviews and Agreed Upon Procedures. Specific cost
el ement reviews are audits of only specific cost elenments within a proposal (e.g., only
proposed material or |abor costs). Applications of agreed-upon procedures include cost

realismreviews and all reviews of information other than cost or pricing data submtted
in support of a price proposal.

e. System Surveys. These reviews are perfornmed to determine the reliability,
propriety, and accuracy of contractors' estimting, accounting, internal control, and
other systens relating to or providing the basis for Governnent contract costs or
pricing. Systenms surveys may be either a joint teamreview in which the experience and
capabilities of the auditor and technical specialist are conbined, or they may be
conprehensi ve reviews perfornmed solely by auditors. Additionally, these reviews include
effort to recommend corrective actions on conditions causing deficiencies disclosed in
price proposal evaluations or other audit areas which require imediate reporting and
resol ution. This also includes the effort required to determne the status of
corrective actions taken by contractors on previously disclosed deficiencies.

f. Other. This effort includes providing verbal information to procurenent
officials on | abor rates, overhead rates, and simlar factors for smaller procurenents.

2. Incurred Cost Effort. The FAR requires DCAA to perform audits of clainmed costs
incurred and submtted by contractors for reinbursenment under cost reinmbursable, fixed

DCAA -17



DEFENSE CONTRACT AUDI T AGENCY
Oper ati ons And Mi ntenance, Defense-W de
Fi scal Year (FY) 2002 Anmended Budget Subm ssion
Budget Activity-4 Adm nistration and Servicew de Activities

price incentive, and other types of flexibly priced contracts to determne if the costs
are acceptable in accordance with contract terns, FAR, and Cost Accounting Standards
( CAS) rul es
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DEFENSE CONTRACT AUDI T AGENCY
Oper ati ons And Mi ntenance, Defense-W de
Fi scal Year (FY) 2002 Anmended Budget Subm ssion
Budget Activity-4 Adm nistration and Servicew de Activities

Il. Force Structure Sunmary (Conti nued):

and regul ations, if applicable. Although the performance of these incurred cost audits
and CAS conpliance audits are normally self-initiated, they nust be acconplished in
order for the Governnent to make final paynment to the contractor. They include reviews
of direct |abor and material, indirect expenses, and perfornmance and financial controls.
Al t hough the primary purpose of incurred cost audits is to express an opinion on the
acceptability of costs clainmed under Governnment contracts, know edge of contractors’
accounting, estimating, and internal control systens gained during these audits is
i nval uable to the evaluation of contractors' price proposals.

3. Operations Audits. DCAA also perfornms a variety of econony and efficiency audits
of contractor operations. DCAA operations audits are systematic reviews of contractor
organi zational wunits and functions to evaluate the reasonableness of nmethods and
practices enployed on Governnent contracts.

4. Special Audits. These audits are normally requested by the contracting officer
and include reviews of termnation <clainms, progress paynment requests, equitable
adj ust nent  cl ai ns, hardship clainms, escalation <claim, and contractor financia
capability. They nust be acconplished within a short period of time to avoid adverse
effects such as additional claims for interest on anmounts due or contractor financial
failure. DCAA has little control over the number or timng of these reviews and mnust
respond to all such requests.

5. Defective Pricing Reviews. The Truth in Negotiations Act (TINA), as codified in
10 USC 82306a, requires contracting officers to obtain cost or pricing data from
contractors before awarding a contract unless an exception applies. Under TINA the
Government has the right to examne these records to evaluate the accuracy,
conpl eteness, and currentness of the cost or pricing data required to be submtted.
DCAA is responsible for perform ng these reviews which assist in determ ning whether a
contract or subcontract price was unduly increased because the contractor failed to
furnish accurate, conplete, or current cost or pricing information in negotiating a
contract.
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DEFENSE CONTRACT AUDI T AGENCY
Oper ati ons And Mi ntenance, Defense-W de
Fi scal Year (FY) 2002 Anmended Budget Subm ssion
Budget Activity-4 Adm nistration and Servicew de Activities

Il. Force Structure Sunmary (Conti nued):

6. Cost Accounting Standards. Contracts and subcontracts not qualifying for an
exenption are subject to CAS coverage as a condition of Governnment contracting. The FAR
assigns DCAA responsibility for reviewing contractors' inplenmentation and conpliance

with the CAS rul es and regul ati ons.

7. Oher Direct Audit Effort. DCAA's audit mssion includes other audit-related
activities such as providing on-site assistance to procurenent and contract
adm nistration offices, contract audit coordination (CAC) progranms, and negotiation
support. Testing perfornmed during devel opnent of Agency policies and procedures, and
followup effort related to Congressional, General Accounting Ofice (GAO, DoD
| nspector General (DoD 1@, and other external requests, surveys, and reports are also a
part of this activity. The major items within this activity are further described
bel ow

a. Procurenment Liaison. DoD Directive 5105.36, dated 9 June 1965, authorized the
Director, DCAA to establish and maintain liaison auditors, as appropriate, at ngjor
procuring and contract adm nistration offices. The primary functions of procurenent
l'iaison auditors are to (i) facilitate effective comunication and coordi nati on between
procurenment officers and auditors, (ii) provide on-the-spot personal consultation and
advice in connection wth contractors' cost representations and related mtters,
(iii) provide DCAA managenent with information regarding specific awards, trends in type
and volume of awards, and other data inpacting on immediate or I|ong range DCAA
responsibilities, and (iv) provide DCAA managenment with information on the adequacy,
responsi veness and tineliness of audit services rendered to procurenment and contract
adm ni stration offices.

b. Financial Advisory Service Center. Financial advisory services positions have
been established to provide on-site financial analysis and professional auditing advice
to contracting officers at buying command | ocations. These positions were established
to nmeet the changing needs of the procurenment comunity as acquisition reform has
changed the face of Governnment contracting and auditing. The shift to comerci al
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pricing practices has caused a decrease in the use of audits performed at contractor
| ocations in favor of analysis of financial data available at the procurenent offices.
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Il. Force Structure Sunmary (Conti nued):

c. Contract Audit Coordinator (CAC) Program A CAC program has been established
at the largest DoD contractors whose accounting functions, operations, and contract
performance occur at nultiple |ocations under the audit cognizance of nultiple DCAA
field offices. The program is designed to mamintain effective conmunications and audit
coordination at these contractor |ocations. The CAC program includes effort to (i)
di ssem nate information, (ii) nmonitor and track problem areas to assure uniform
resolution, (iii) arrange and attend CAC conferences, and (iv) coordinate with other
DCAA personnel, contractor representatives, and cognizant procurenment officials on CAC
pr obl ens.

d. Negoti ation Conferences. A fundanental requirenent of DCAA's mssion is to
provi de contract audit services and to be the principal accounting and financial advisor
to contracting officials. Many times audit results involve conplex accounting issues
and/ or gquantitative anal yses t hat di spute contractors’ cost esti mat es or

representations. On these occasions, the best interests of the Governnent are served by
having auditors present at negotiations to further explain the audit position, perform
anal yses of additional contractor data presented at the negotiation table, and provide
any other accounting and/or financial assistance the contracting officer may require
during the negotiation process.

e. External Audit Interface. This activity includes effort expended to devel op
information and comment on reports from the GAO, DoD IG or other government inspector
general offices. This activity also includes effort related to discussions and
conferences, and any interface involving any other governnent audit organizati on.

f. Suspected Irregular Conduct (SIC). This activity represents effort expended
related to SIC referrals, and responses to requests from investigative agencies or the
Departnment of Justice regarding fraud or other irregular practices. This activity
i ncl udes the devel opnment of evidence for presentation to an U S. attorney or a grand

jury, and/or for use at a trial.
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Il. Force Structure Sunmary (Conti nued):

g. Audit Support and Pl anning. This activity represents effort expended by the
field to prepare annual audit requirenments and program plan information as well as
effort expended on projects and studies requested by the regions or Headquarters. The
projects normally relate to new and/or innovative ways of perform ng DCAA s audit
m ssion, and often add to the body of know edge needed to enhance Agency m ssion
acconmpli shnment through the devel opnent and application of inproved audit and/or audit
managenent technol ogy and techni ques.

8. Field Support. This category includes support personnel in the five regiona
of fices, the Information Technol ogy Division, and the Technical Audit Services Division.

a. Regional Ofices. These offices provide technical audit mnagenment and
supervision, and logistical support in the form of personnel services, payroll,
budgeti ng and accounting, and travel services to field office personnel.

b. Information Technology Division (AOT). OT is responsible for the
devel opnent, maintenance, and enhancenment of DCAA's managenent information system
hardware and software to neet managenent, adm nistrative, and audit requirenments. It is

al so responsible for operating the Agency-w de tel ecomruni cati ons network, and defining
and controlling data managenent standards.

c. Techni cal Audit Services Division (OTS). OrS conducts research and
distributes information to the field on operations audits, quantitative audit
techni ques, conputer assisted audit techniques, and other auditing topics that have
Agency-wi de application. OIS also provides technical assistance to auditors in planning
reviews of contractor’s electronic data processing systens and engi neeri ng operations.

d. Field Adm nistrative Support. Field adm nistrative support personnel provide

adm ni strative and resource managenent services to the Field Detachnment, the Defense
Contract Audit Institute, and the Defense Legal Services staff assigned to DCAA.
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e. Oher. This category includes personnel fromthe Defense Legal Service (DLS).

DCAA - 26



DEFENSE CONTRACT AUDI T AGENCY
Oper ati ons And Mi ntenance, Defense-W de
Fi scal Year (FY) 2002 Anmended Budget Subm ssion
Budget Activity-4 Adm nistration and Servicew de Activities

Force Structure Sunmary (Conti nued):

9.

Headquarters. DCAA Headquarters perfornms the work normally associated with the
central office of a professional organization. It develops policy and
promul gates instructions and operating directives needed to perform the Agency
nm ssion. It perforns oversight reviews of regional and field office operations,
and advises regional offices on resource managenent mtters, including the
recruitnment and training of personnel. In addition, Headquarters personnel
interface with other DoD conmponents as well as other Governnment agencies and

Congressional committees on contract audit matters.
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I1l. Financial Summary (O&M $ in Thousands):
FY 2001
FY 2000 Budget Current FY 2002
A. Budget Activity G oup Actual s Reguest Appropriation Esti mat e Esti mat e
DCAA Operations 304, 377 331, 633 328,878 319, 107 336, 891
DCAA Communi cat i ons 3,796 5, 386 5,422 5,422 5,958
DCAA Managenent HQ 11, 000 11, 639 11, 462 11, 462 11, 499
TOTAL 319, 173 348, 658 345, 762 335,991 354, 348
Change Change
FY 2001 / FY 2001 FY 2001 / FY 2002
B. Reconciliation Sunmary
1 Basel i ne Fundi ng 348, 658 335,991
a) Distributed Congressional Adjust. -2,000
b) Undi stributed Congressional Adjust. -779
c) General Provision Congressional Adj.
d) Congressional Earmarks
e) Congressional Earmarks Bill payers -117
2 Appropriated Anount (Subtotal) 345, 762
a) Adjustments to Meet Cong. Intent
b) Across-the- board Reduc. (Rescission) - 760
c) Approved Reprogranm ngs/ Transfers
3 Price Change 10,911
4 Program Changes -9,011 7,446
5 Current Estimate 335,991 354, 348
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1. Congressional Adjustnent(s)
a) Distributed Adjustnment
i) Gvilian Personnel Underexecution
b) Undi stributed Adjustmnent(s)

i) Congressional Action - Initial Allocation
ii)P25 - Additional HQ Personnel Reduction

c) Adjustnments to neet Congressional Intent

d) Earmark Bill payers
FY 2001 Appropriated Anpunt (subtotal)

2. Program I ncreases and Decreases
a) Transfers
b) Program | ncreases
i) One-Time Costs
ii)Program Growth
c) Program Decreases
i) One-Time Costs

Rescission -- P.L. 106-554, FY 2001 Consolidated Appn

i i) Program Reducti ons

P26 Enhanced Defense Fi nancial Mnt Trai ning

PBD 085

Transfer to Budget Activity Goup 3 (training).

Adj ustnment to cost base.

Basel i ne Fundi ng (subtotal)
3. Reprogranm ng/ Suppl enent al
a) Anticipated Suppl enent al
b) Reprogramm ngs (Requiring 1415 Actions)
i) Increases
ii)Decreases
Revi sed FY 2001 Estimate
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-2, 000

- 682
-97

-117

-760

- 286

-3,725
-5, 000

345, 762

335,991
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4. Price Change

5. Program Growth

a)
b)
c)
d)
e)

f)

9)

9)
h)
i)
1)

One additional paid day in FY 2002 1, 000
I ncrease of 12 Direct Wrkyears 1, 000
Promotions of entry |level auditors 674
Increase in Disability Conpensation 217
Overtime 1, 000
Travel and Transportation -- Due to closing / consolidation 532
of Field Audit Ofices, the geographic coverage of the rennining

FAGCs is expected to increase slightly.

Commruni cations -- To support growi ng reliance on agency 444
I ntranet and ot her growi ng ADP requirenments including the

paperl ess contracting initiative.

Supplies and materials -- |ncludes increased paynent of 1,101
contracts with the | MPAC Governnent Credit Card.

ADP Services -- To support increased technol ogi cal advances 460
wi t hi n DCAA.

Conput er purchases -- To support increased ADP requirenents 978
associ ated with new hires.

O her Program G ow h 40

FY 2002 Budget Request
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I'V. Performance Criteria and Eval uati on Summary:

Forward Pricing

Incurred Cost Effort:

Regul ar I ncurred Costs Audits

CAS Conpliance Audits
Total Incurred Cost

Operations Audits
Special Audits
Def ective Pricing

Cost Accounting Standards:
Di scl osure Statenents,

Cost I npact Audits, Etc.

O her Direct Audit Effort:
Procurenment Support

Audi t Support & Pl anni ng

Total Other Direct

Fi el d Support:
Regi onal Offices
Fiel d Support
Total Field Support

Headquarters

Total Workyears

FY 2000 FY 2001
690 677
1, 397 1, 305
74 89
1,471 1, 394
63 100
453 428
113 114
117 118
297 330
357 351
654 681
309 304
101 69
378 372
83 81

4. 054 3. 966
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FY 2002

706

1, 240
79
1, 319

101
433
126
120

340
358
698
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I'V. Perfornmance Criteria and Eval uati on Sunmary (Conti nued):

Note 1 - The estimated forward pricing audit effort is based on an assessnent of
contracting officials’ demand requirenents for forward pricing assistance. Thi s
assessnent includes an analysis of the actual workload acconplishnents during the past
several years, adjusted for anticipated productivity inmprovenments, published changes in
the DoD Procurenment and RDT&E budget authority, and the estimted inpact of applicable
acquisition reforminitiatives.

Begi nning in FY 2000, DCAA is providing “rapid rates” services to mmjor buying conmands
for contractors that are expected to do business with the Governnent during the year.
The DCAA initiative is to proactively seek out and audit rate information from
prospective Government contractors so that the information can be avail able for buying
offices to use within hours of a request. This initiative supports the Departnent's
Civil-Mlitary |Integration/ Commercial Buying activities and wll both reduce the
procurement cycle tinme and provide better data within the time frames available for
deci si on maki ng.

The forward pricing dollars exam ned and workyear estimtes result in the follow ng
productivity metrics.

FY 2000 FY 2001 FY 2002
Anmount Exami ned During Year ($B) $ 93.9 $ 75.4 $ 81.4
Wor kyear s 690 677 706
Exam ned Per Workyear ($M $136. 1 $111. 3 $115. 3
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I'V. Perfornmance Criteria and Eval uati on Sunmary (Conti nued):

Note 2 - The Federal Acquisition Regulations (FAR) require an audit of contractor costs
incurred under flexibly priced contracts to determne if the costs are acceptable in
accordance with contract terns, the FAR, and Cost Accounting Standards (CAS) rules and

regul ations, if applicable. VWhile the performance of these incurred cost audits is
normal ly self-initiated, they nust be acconplished to facilitate the Governnent's final
contract paynment to contractors on flexibly priced contracts. However, since the

incurred cost area is essentially the only mmjor audit area over which DCAA has any
control over the initiation of audit performance, budget constraints inpact this area
nore severely than ot her areas.

The Agency’s performance contract includes a goal of conpleting the audits of at | east
92% of adequate incurred cost subm ssions with 12 nonths of receipt at major contractors
and corporate offices and within 24 nonths of receipt for all other adequate incurred
cost subm ssi ons. Any delay in perform ng these incurred cost audits will also inpact
DCAA's ability to provide tinmely support to the Department’s expedited and paperless
Contract Closeout Initiative and increase the probability of expiring funds.

Wor kl oad statistics for incurred cost audits are based on historical data, current field
audit requirenments, annual field risk assessnments, productivity factors, and antici pated
changes in the DoD Procurenment and RDT&E outl ays. The incurred cost inventory,
esti mat ed workyears and productivity are shown bel ow.

FY 2000 FY 2001 FY 2002
On Hand Begi nning O Year ($B) $ 65.0 $ 61.0 $ 56.6
Recei ved During Year (Adv) ($B) 86.9 84.5 84.5
Dol | ars Subject To Audit ($B) $ 151.9 $ 145.5 $ 141.1
Exam ned During Year ($B) 90.9 88.9 85.9
Endi ng I nventory ($B) $ 61.0 $ 56.6 $ 55.2
Wor kyear s 1,471 1,394 1, 319
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Exam ned Per Workyear ($ M $ 61.8 $ 63.8 $ 65.1
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I'V. Perfornmance Criteria and Eval uati on Sunmary (Conti nued):

Note 3 - DCAA's operations audits are designed, in part, to evaluate the econony and
efficiency of contractor functions or operations, the costs of which are reinbursed
t hrough the contractors’ overhead expense rates. Because of the continuing interest in
reducing the risk that excessive contractor overhead costs are priced into or reinbursed
on DoD contracts, projected workyears provide staffing levels that will allow DCAA to
perform required reviews.

Note 4 - Special audit activity is performed in response to requests from contracting
of ficials. Special requests range from sinple verification of costs to analyzing
conpl ex accounting issues. Contractor clainms for contract price adjustnments involve
accounting issues requiring a high level of audit expertise and oftentines, substanti al
audit effort. Oversight of DoD contract costs during contract performance by DoD
managenent and Congressional inquiry, contract term nations, progress paynent requests,
financial capability audits, earned value managenent system reviews and other contract

claims represent a substantial portion of +this workload. Qur estimtes reflect
consideration of historical experience as well as expectations for productivity
I nprovenents. We have projected several workyears of new business for FYs 2002 and
2003. As procurement practices have changes within the Governnment, we have been

requested to beconme involved in new areas outside of our traditional forward pricing and
i ncurred cost audit activity.

Note 5 - The Truth in Negotiations Act (TINA), as codified in 10 USC 82306a, requires
contracting officers to obtain cost or pricing data from contractors before awarding a
contract unless an exception applies. Under TINA the Government has the right to
exam ne these records to evaluate the accuracy, conpleteness, and currentness of the
cost or pricing data required to be submtted. DCAA is responsible for perform ng these
reviews which assist in determ ning whether a contract or subcontract price was unduly
i ncreased because the contractor failed to furnish accurate, conplete, or current cost
or pricing information in negotiating the contract. The projected workyears will all ow
DCAA to perform defective pricing reviews at the required levels of effort.
Contracts/subcontracts are selected for defective pricing review based on established
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selection criteria that consider contract types, dollar amounts, contractor estimting
and accounting systems, historical experience,

DCAA -30



DEFENSE CONTRACT AUDI T AGENCY
Oper ati ons And Mi ntenance, Defense-W de
Fi scal Year (FY) 2002 Anmended Budget Subm ssion
Budget Activity-4 Adm nistration and Servicew de Activities

I'V. Perfornmance Criteria and Eval uati on Sunmary (Conti nued):

and audit | eads. Qur estimates reflect consideration of current required audits as
adj usted for anticipated productivity inprovenents.

Note 6 - Public Law 100-679 requires contractors to comply wth Cost Accounting
St andards ( CAS). Contractors subject to full CAS-coverage are required to submt
di scl osure statenments describing their significant accounting practices. In addition,
any voluntary or required changes in accounting practices require DCAA to review their
propriety and cost inpact on negotiated Governnment contracts. Proj ected workyears
reflect an anticipated level of activity required to perform reviews of disclosure
statements for adequacy and audits of <cost inpact statenents during tinmes of a
transform ng defense industrial base with increased corporate nergers and acqui sitions.

Note 7 - Major activities within procurenment support include negotiation assistance,
i nvestigative support, the contract audit coordinator program financial advisory
service centers, and procurenent |iaison auditor effort. Auditors are frequently asked

by Government contracting representatives to attend contract negotiation conferences to
provi de accounting and financial advice. DCAA is also frequently requested to provide
contract audit assistance to investigative organizations from all branches of the
Governnment in its battle to combat fraud, waste, and m smanagenment. Required staffing
|l evel s are based on historical performance |evels adjusted for additional financial
advi sory services and antici pated productivity inmprovenents.

In FY 1999 we began |ocating Financial Advisory Service Centers at our major customner
sites and continue to fill additional positions based on requests from our customers.
Fi nanci al advisory service positions have been established to provide on-site financi al
anal ysis and professional auditing advice to contracting officers. These positions were
established to nmeet the changing needs of the procurenent community as acquisition
reform has changed the face of Government contracting and auditing. The shift to
commercial pricing practices has caused a decrease in the use of audits perforned at
contractor locations in favor of analysis of financial data available at the procurenent
of fices.
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I'V. Perfornmance Criteria and Eval uati on Sunmary (Conti nued):

Note 8 - The audit support and planning effort includes the devel opnent of DCAA s audit
requi rements and program plans necessary to acconplish the assigned audit m ssion at
contractor |ocations. This planning effort enhances audit coverage and the quality of
information available to DCAA managenment and DoD officials responsible for making
resource/staffing decisions. Effort associated with performng process inprovenment
projects and studies, and the processing and approval of contract paynents is also
included in this category. Wor kyears required for special projects and studies, and
requi renments and program planning represent the Agency's continuing efforts to inprove
audit quality and audit managenent oversight through data analyses, surveys, and the
testing of new policies and operating procedures. The estimated staffing levels are
based on historical performance |levels adjusted for anticipated productivity
i nprovenents.

Note 9 - Estimated staffing |levels for DCAA Field Support include those required for the
Agency’s regional offices, the Defense Contract Audit Institute (DCAlI; FY 2000 only),
the Information Technology and Technical Audit Services divisions, and other field
support units.

Note 10 - Estimted staff |evels for DCAA Headquarters reflect the 10% reduction in

managenent headquarters personnel from FY 1999 through FY 2003 nmandated by the Deputy
Secretary of Defense.
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Change
Per sonnel Summary FY 2000 EY 2001 EY 2002 EY 01/ FY 02
Civilian End Strength (Total) 4, 256 3,971 3,939 -32
US Direct Hre 4, 250 3, 965 3,933 -32
Foreign National Direct Hire 1 1 1 0
Total Direct Hire 4,251 3, 966 3,934 -32
Foreign National Indirect Hire 5 5 5 0
(Rei mbursable Civilians
I ncl uded in Above (Menp)) 496 469 446 -23
Civilian FTEs (Total) 4, 005 3, 966 3, 955 -11
U S Direct Hire 3,999 3,960 3,949 -11
Foreign National Direct Hire 1 1 1 0
Total Direct Hire 4, 000 3,961 3, 950 -11
Foreign National Indirect Hire 5 5 5 0
(Rei nmbursabl e Civilians
I ncl uded in Above (Menp)) 496 469 446 -23
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Fi scal

Cl VI LI AN PERSONNEL COMPENSATI ON
Executive, Ceneral & Special Schedul es
Wage Board

Foreign National Direct Hire (FNDH
Separation Liability (FNDH)

Benefits to Forner Enployees

Vol untary Separation Incentive Paynents
Di sability Conpensation

Total Cvilian Personnel Conpensation

TRAVEL
Travel of Persons
Total Travel

OTHER FUND PURCHASES
Def ense Fi nancing & Accounting Service
Total Purchases

TRANSPORTATI ON
Commrer ci al Transportation
Total Transportation

OTHER PURCHASES

Rental Paynents to GSA (SLUQ)
Purchased Wilities (Non-Fund)
Pur chased Communi cati ons ( Non- Fund)
Rent s (Non- GSA)

Postal Services (U S.P.S.)
Supplies & Materials (Non-Fund)
Printing & Reproduction

Equi prent Mai nt enance by Contract
Equi pnent Pur chases ( Non- Fund)

G her Contracts

Q her Costs

Total O her Purchases

TOTAL

DEFENSE CONTRACT AUDI T AGENCY

Operation and Mai nt enance,
Year (FY) 2002 Budget Estimates

Def ense- W de

319,173

Budget Activity-4 Administration and Servicew de Activities
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Change Change
FY 2000 - FY 2001 For ei gn FY 2001 - FY 2002
FY 2000 Currency Price Program FY 2001 FY 2001 Currency Price Program FY 2002
Actuals Rate Diff G owh G owh Estimate Estimate Rate Diff G owh G owh Estimate
264, 809 10, 486 1,427 276,722 276,722 10, 072 3,674 290, 468
58 3 0 61 61 2 0 63
49 2 0 51 51 2 0 53
0 0 0 0 0 0 0 0
31 1 (19) 13 13 0 0 13
100 0 (50) 50 50 0 0 50
1,165 0 (10) 1,155 1,155 0 217 1,372
266, 212 10, 492 1, 348 278, 052 278, 052 10, 076 3,891 292, 019
11, 827 189 103 12,119 12,119 206 532 12, 857
11, 827 189 103 12,119 12,119 206 532 12, 857
1, 854 91 (16) 1,929 1,929 (91) 1 1, 839
1, 854 91 (16) 1,929 1,929 (91) 1 1, 839
550 7 (1) 556 556 7 1 564
550 7 (1) 556 556 7 1 564
7,904 158 (393) 7,669 7,669 153 16 7,838
41 1 (1) 41 41 1 0 42
3,796 61 1, 565 5,422 5,422 92 444 5, 958
677 11 (1) 687 687 12 0 699
125 2 0 127 127 2 0 129
7,696 123 (177) 7,642 7,642 130 1,124 8, 896
5 0 1 6 6 0 0 6
86 1 43 130 130 3 (1) 132
4, 259 68 1,002 5, 329 5, 329 91 978 6, 398
11, 324 180 1,961 13, 465 13, 465 228 460 14, 153
2,817 1 (1) 2,817 2,817 1 0 2,818
38, 730 606 3,999 43, 335 43, 335 713 3,021 47, 069
11, 385 5, 433 335,991 335,991 10,911 7,446 354, 348




